achieving value 


1997 Annual Report 


Table of Contents E 
Overview 2 : 
Report to Shareholders 4 - 


Review of Operations 8 


4 


Management’s Discussion and Analysis 14 


Management’s, Report 21 
Auditors’ Report 21 


Consolidated Financial Statements 22 


, 


Notes to the Consolidated Financial Statements 25 


Ten Year Summary Information 29 ‘ 


Seven Year Summary Information 30 


\ 


Corporate Information 3] 


Corporate Data 32 


Financial Highlights 


Sales 

Direct profit contribution 
Net income 

Cash flow 

Free cash flow 


Total assets 


Return on equity 


Cash flow return on equity 
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I7 1996 
$000’s  $ Per Share $000’s  $ Per Share 
103,327 100,355 
Se AUIL 33,704 
4,548 0.47 1,568 0.16 
13,262 37, 11,616 Le) 
8,497 0.88 12,468 1.30 
223,123 210,499 
7.6% 2.7% 
22.2% 19.8% 


Sales (millions of dollars) 


Compound Annual Growth Rate 1991 to i997 26% 


103.3 
100.4 
104.7 
78.1 
1992 | 49.5 
1991 |__ 25.7 
Cash Flow (millions of dollars) 
Compound Annual Growth Rate 1991 to 1997 23% 
1997 z 13.3 
1996 nee 11.6 
1995 ile 14.1 
1994 ae 11.0 
1993 |___ 5.6 
1992|___ 5.0 
1991 | 3.8 


Net Income (millions of dollars) 
Compound Annual Growth Rate 1991 to 1997 332% 


1997 be 4.3* 
1996 | 1.5 


5.6* 


1993 3.0* 
1992 | 1.5 
1991 0.8 


* excludes gain (loss) on sale of assets 


Free Cash Flow (millions of dollars) 
Compound Annual Growth Rate 1991 to 1997 22% 


1997 z 8.5 
12.5 


1995 ee 10.1 


1993 pe: 8.3 


About Versacold 


Versacold Corporation is Canada’s leading 
supplier of frozen and refrigerated storage, 
distribution and processing services to the 
North American food industry. 


The Company originated in December 1945 
as B.C. Ice and Cold Storage, providing 
processing and frozen warehousing services to 
Canada’s West Coast fishery. As the frozen and 
refrigerated food industry has grown and 
evolved, Versacold has kept pace with a steady 


expansion in services and facilities. 


Profile of Operations 


THE NETWORK 


Versacold’s integrated network of 24 refriger- 
ated and frozen food facilities provides 
approximately 53.6 million cubic feet of 
capacity, and a full range of temperature- 
controlled distribution services. From these 
facilities, the Company can service virtually 
any aspect of a customer's temperature- 
controlled food handling needs including the 
storage and management of raw ingredients, 
processing and freezing, inventory manage- 
ment, and complete third party local, regional 
and national distribution. 


PACKAGED FOODS 


Versacold’s facilities and transportation 
capabilities work together to form the National 
Distribution Network—an innovative service 
for packaged foods customers. Using the 
National Distribution Network, customers can 
reach 80 per cent of the Canadian population 
within 24 hours. 


Today, Versacold operates 23 facilities in 
Canada and one in the U.S., and operates 
Canada’s only integrated national refrigerated 
distribution network. The sixth largest public 
refrigerated warehousing company in North 
America, Versacold serves more than 1,500 
customers, including food producers and 
processors, wholesale and retail distributors, 
hospitals, restaurants and institutions. 


Versacold also provides contract logistics 
services to manage the flow of information and 
products through the network on behalf of 
customers. By integrating a host of knowledge 
based services and network capabilities, this 
service helps customers move products to 


market very efficiently and cost effectively. 


COMMODITY GOODS 


For commodity goods customers, Versacold 
processes, stores and manages products such 
as fish, berries and vegetables. In addition, 
we provide tailored refrigeration services to 
customers’ food processing lines. Seventeen 
of our facilities are equipped with Individual 
Quick Freezing (IQF) and/or blast freezing 
capabilities, which freeze foods instantly to 
preserve quality, freshness and appearance. 


Facility Locations (storage capacity in million of cubic feet) 


National Distribution 3 Kamloops 3 8 Saskatoon 3 
Network Hubs Victoria 0.1 mmft Patrick 0.2 mmft 
| National Distribution Network 4 Lynden, Washington 3 9 Regina 3 
Cascade 4.0 mmft Elliott 0.5 mmft 
Regional Distribution 
5 Edmonton 10 Winnipeg 
p= Distribution Gateways 20th Street 1.1 mmft? : Dawson 44 mmft3 
Mount Lawn 0.8 mmft Jarvis 1.6 mmft 
127th Ave. 0.6 mmft 
11 Toronto Area 
| Vancouver Area 3 
ackour 2.6 mmft2 6 Calgary 3 Walker (2) 5.3 mmft 
Cc Brandon 1.8 mmft 
orpak 3.5 mmft 
p 3 Ogden 1.7 mmft 12 Chatham 
Cliveden 44 mmft : 3 
Foothills (1) 1.1 mmft Bothwell 0.8 mmft 
Derwent 2.5 mmft \ 
Great Plains 4.1 mmft 
13 Montreal 
I 
2, Eraser Nave) 3 7 Lethbridge Frigo 5.5 mmft? 
Baker 2.8 res 28th S 13 3 
Valley 1.7 mmft pl an sa 
Matsqui 1.2 mmft 


(1) Subsequent to December 31, 1997 this facility was listed for sale. 


(2) A third phase of expansion is scheduled to open in July 1998, 
adding 2.6 million cubic feet to bring the total facility to 7.9 million cubic feet. 


Overview 


Value for Shareholders 


TO OUR SHAREHOLDERS: 


Significant progress was made in 1997. A number of initiatives relating to our strategies were set in 
motion, and they left little doubt about our strategic direction or its capability to provide value for 


shareholders. 


From the outset, we described 1997 as a transition year as we continued to build Versacold into a fully 
integrated national distribution and logistics company. We expected little in the way of immediate 
bottom line benefits from our strategic initiatives. 


1997 RESULTS 


Financial results for 1997 did improve. This was largely due to the non-recurrence of 1996 special 
charges. Without their influence, our full year results would have more accurately reflected a year of 
transition, aggravated by the residual effects of 1996’s weak commodity harvests, and even weaker 
commodity results again in 1997. It is inside these numbers that an understanding of our strategies 
and management of the business emerges. 


Our quarterly results for 1997 track our progress. In the first quarter, our sales trailed 1996 levels by 
eight per cent, reflecting the impact of 1996’s weak commodity crops. By the end of the first half, 
however, our strategies were helping us gain ground, and by the third quarter, a clear turnaround was 
emerging. Despite a second straight year of poor commodity business, Versacold’s third quarter sales 
were the best for any quarter in our history. And, we went on to achieve record half year sales in the 


last half of 1997. 


Why did these gains not carry through to our bottom line? Primarily because the packaged goods gains 
were offset by reduced commodity business. As well, the last half of the year was affected by transitional 
costs relating to new facilities launched mid-year in Toronto and Calgary, and the costs of reorganizing 
product in Calgary as we consolidated from five locations to three cost-effective centers. 


Versacold anticipated a lean year and managed for cash. We reduced general and administrative costs 
by $0.4 million from 1996, while still investing $0.4 million in new productivity-enhancing programs 
to benefit future years. We contained sustaining capital to a prudent level of $1.5 million, well below 
the 1995-96 running rate of about $2 million, and funded most of this through the disposal of assets 


for proceeds of $1.1 million. 


As for shareholder value, this was evident in a number of different areas. The largest capital expansion 
program in the Company’s history, including the $26.3 million invested in 1997, was largely funded 
from operations. Our debt to capital ratio was reduced slightly and no new equity was issued. As a result, 
all value from these investments will accrue to existing shareholders. 


Shareholders realized additional value with an increased dividend of $0.9 million, aggregating to $1.9 
million in 1997. In addition, Versacold’s share price improved significantly in 1997, achieving a record 
high of $12.30 per share before closing the year at $11.45 per share, up 46 per cent from a year earlier. 


4 Report to Shareholders 


Cash flow return on equity for 1997 was very respectable at 22.2 per cent; more acceptable overall 
returns on equity are ahead. With our strategic initiatives in motion, there is more value to come. 


STRATEGIC UPDATE 


Much of our activity in the past year centered around the frozen and refrigerated consumer packaged 
foods sector. Not only is this the fastest growing sector of the food industry, but the manufacturers and 
retailers who operate in it also have expanding distribution requirements and a willingness to outsource 
to third party companies like Versacold. Versacold has responded by making sure we are positioned to 
be in the right places, with the right services. 


Last May, we more than doubled our capacity in the Toronto market with the opening of the $12 
million Phase II expansion of Walker Center. Toronto is home to many of Canada’s largest food 
companies, as well as their customers, and serves as the major distribution hub for Canada. 


We invested an additional $15 million to build a major new refrigerated distribution center in Calgary, 
doubling our capacity in that city. This facility, which opened in July, responds to the strength of 
Calgary's food production base and the city’s growing importance as a key hub for the distribution of 
food products in Western Canada. 


Together with last year’s integration of our warehousing and transportation services, these expansions 
helped build the framework for an important new distribution service delivered by the National 
Distribution Network. Structured in late 1997, the National Distribution Network is built around four 
modern, cost-effective distribution hubs in Toronto, Calgary, Vancouver and Montreal. Unmatched by 
competition, it works with our other warehouse and transportation facilities across Canada, and it now 
lets customers reach 80 per cent of the Canadian population within 24 hours. 


For customers, this represents the first viable and cost-efficient means of responding to today’s demand 
for smaller, more frequent product shipments on a national, regional and local basis. For Versacold, 


it represents increased volumes and an expansion of services. 


INCREASED BUSINESS WITH PACKAGED FOODS CUSTOMERS 


Increased capacity in Toronto and Calgary, together with our national platform and programs, have 
already been very effective in attracting new business from the packaged foods sector. 


The new Toronto facility, in particular, outperformed all expectations by reaching capacity within three 
months of opening. As a result of this strong demand, Versacold has announced that it will proceed 
with Phase III of Walker Center. Scheduled to open in July 1998, the $6.7 million expansion will add 
12,000 pallet positions, increasing our capacity in the Toronto market by another 50 per cent. This is 
just one of the ways we will continue building our business with customers in the packaged foods sector. 
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Increasingly, customers want to capitalize on outsourcing trends by developing long-term partnerships 
with third party service companies like Versacold. These contracts typically involve the provision of 
processing, storage and/or distribution services. 


Versacold already benefits from the increased revenues and stability these types of contract relationships 
provide. During 1997, we signed major contracts with Intercontinental Packers Limited, Cargill Foods 
(a division of Cargill Limited), J.M. Schneider Inc. and Bluewater Seafoods (a division of Unilever) in 
Vancouver, Calgary, Winnipeg and Montreal. Now, our distribution capabilities and expanded capacity 
are attracting new partnerships. In the early months of 1998, Versacold announced long-term contracts 
with Kellogg Canada Inc., J.M. Schneider Inc. and Costco Wholesale Canada for third party services in 
Toronto, Calgary and Vancouver. North America’s leading food companies and retailers are buying into 
our strategy. 


Our capability to provide complete third party management of logistics will continue to grow, and will 
result in more opportunities like these in the future. 


COMMODITY GOODS 


While Versacold has now successfully shifted its focus toward the stable and growing packaged goods 
sector, we have not lost sight of our commodity goods business. This sector offers opportunities to 
create value, but the opportunities are changing. 


Our strategy is to focus on specific sectors, such as berries, that offer reasonable stability and opportunities 
for growth. For example, producers in the Pacific region have been steadily increasing their berry 
acreage, and harvests are expected to increase in coming years, especially in 1998. Although berry crops 
have been poor in the past two years, these results are related to weather and not to weakness in the 
sector. 


We are also seeking shared objectives with major customers. In 1997, we agreed with Maple Leaf Foods 
Inc. to expand the Lethbridge potato processing facility within our existing 10-year agreement. 


Rationalization of our commodity facilities is also part of the strategy. In September, Versacold 
completed the sale of an unutilized facility in Chilliwack, B.C. Early in the year, we leased surplus 
space at two other operations and, in October, we sold excess land at a Vancouver facility. A detailed 
assessment is underway of the merits of further rationalization. 


As we move forward, we will continue to realign our commodity business to maximize value for our 


shareholders. 


6 Report to Shareholders 


C ACHIEVING VALUE 


Everything we have accomplished in the past year has made Versacold a more effective, and ultimately, 
more valuable company. 


Our strategies have positioned us to respond to changes in the food industry with the necessary capacity, 
strengths and services. While expanding our capabilities, we have also been tightening the discipline of 
our management style to further increase value. Ongoing reviews of our processes and operations ensure 
that we are targeting to the right customers, running efficiently, and generating strong returns. When 


we are not, we make changes. 


Our value to shareholders is growing, and in 1998, we will begin to see this reflected in improved 


financial performance. Meanwhile, external events present a whole new range of opportunities. 


Change is coming quickly to the food industry and to the third party logistics sector. Not only are we 
seeing steady increases in frozen food consumption and food industry outsourcing, but new globalization 
and consolidation trends are creating opportunities for continental refrigerated distribution network 
services. As we hone our approach to the business in Canada, we are refining our understanding of the 
potential of such a network. 


There is also a major consolidation trend underway in our sector. Last year, some of the United States’ 
largest Public Refrigerated Warehouse companies were consolidated by Real Estate Investment Trusts. 
In Canada, the income fund financing alternative surged forward in response to financial market 
conditions. These developments created a whole new level of interest by underscoring two important 
points: there is significant value potential in our sector, and the cash flows of our business are attractive 


to income fund investors. 
The future looks remarkably interesting. 


On behalf of the Board of Directors, we sincerely thank all of our employees for helping us make the 
changes and pursue the strategies that are helping us achieve an important transition. We also thank our 
customers and our shareholders for their ability to see beyond the sometimes challenging transition 
period, and toward Versacold’s bright future. 


With the progress made in 1997, we are proceeding into the future with increased confidence in 


Our SUCCESS. 


Sn So bew Al 


Samuel H. Gudewill Lionel G. Dodd 
Chairman of the Board President and Chief Executive Officer 
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Value for Customers 


From farmers and fishers, to food manufacturers 
and retailers, todays food industry customers are 
looking for more effective and cost-efficient ways 
of doing business. Versacold is helping them. By 
first understanding the needs of the food industry, 
and then responding with innovative new services 
and capabilities, we are working to create value 
for these customers. Its the best way we know of 
to build our own business, and in turn, create 
value for our shareholders. 

1997 1996 1990 
($ millions) $  % $  % $  % 


Packaged & other TN, 70 66.9 67 6:55 27, 
Fruit & vegetables esl) (22 144 14 5.0 2 


Fish & seafood Ueil Uf 6.3 6 8.1 34 
Meat & poultry es UD 12.8 13 43 18 
103.3 100.4 23.9 


COMMODITY GOODS 


For Canada’s farmers and fishers, an entire year 
can ride on a single crop or fish catch. When 
their harvest starts to come in, they need a 
partner who can move fast to provide high 
quality processing, and then go on to store 
their inventory in a quality environment 
throughout their selling season. 


Versacold has been that partner for more 
than 50 years. 


COMMODITIES GOODS SERVICES 


Local and 


Today, most of Versacold’s facilities are 
equipped for commodity customers, and 

six of these facilities are dedicated primarily to 
meeting their needs. Located close to harvest 
areas in Alberta, British Columbia, and 
Washington State, these specialized operations 
feature large loading docks and storage rooms, 
specialized handling equipment and inspection 
rooms. They can gear up within hours to 
clean, sort, and grade large volumes of products 
coming in from the field or pier, and Versacold 
builds on these capabilities with a wide range 
of value-added services. 


VALUE-ADDED SERVICES 


Product processing leads the list of our services. 
Versacold is a major commodities processor, 
with the capacity to freeze in excess of 

2.5 million pounds of product each day. 


Versacold has become an industry leader in 
the development and implementation of new 
and better processing techniques. We were 
one of the original pioneers of individual 
quick freezing technology (IQF). This process 
locks in the appearance and flavour of fragile 
products like fish and raspberries. Now, we are 


leading again with new bulk freezing methods 


Specialized Freezing 
Regional Pick-up | and Processing 


DISTRIBUTION NETWORK 
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TRANSPORT 


— Blast freezing 
yp —I|QF 


- — Brine freezing 


WAREHOUSING 


C KEEPING PACE WITH THE INDUSTRY 


Natural and competitive forces have created 
shifts in Canada’s agricultural industry. 

The country’s fishing industry has declined 
significantly in recent years, while vegetable 
producers have fared poorly against more cost- 
efficient producers in California and Mexico. 
But other sectors have thrived. 


Canada’s berry industry is growing every year, 
and the potato industry in southern Alberta 


continues to develop. Versacold is reshaping its 


commodity capabilities in keeping with these 
trends. We have closed some facilities, and 


that let us significantly lower processing costs increased the flexibility of others to handle a 
for our customers, while maintaining the broader range of products, including packaged 
quality of their products. goods. Where opportunities exist, we are also 


investing in our commodity facilities. Last 


We have also developed a full menu of inven- 


: E year, for example, Versacold began a $1 million 
tory management services ranging from order 


proc ci tpa apie mehippingend expansion to the potato processing line at our 
facility in Lethbridge, Alberta. This investment 


invoicing on behalf of our commodity goods 


responds to increased french fry production b 
customers. And as many of these customers P TAs y 


mh the customer, and will significantly increase 
have begun shipping to world markets, we ‘ 8 y 


ate sponded boy addinglexpote service such revenues from this facility in 1998 and beyond. 


as export documentation, custom load Commodities are a valuable business for 
marking and container loading. Versacold. As we move forward, we will ensure 


. . that our facilities and services are aligned with 
While these new services have helped us keep : 5 

the needs of the industry and its customers. 
pace with the changing needs of our 


customers, Versacold has also been keeping 
pace with changes in the overall industry. 


Storage and Delivery 
Handling 


— Temperature control & monitoring 
— Multi-temperature zones 

— Federal inspections 

— Custom boxing 

— Order packaging 

— Export preparation 


TRANSPORT 


( PACKAGED FOODS 


Consumer packaged foods customers have a 
different set of needs. These are the companies 
that make fresh cookie dough, smoked hams, 
frozen pizzas, egg rolls, single-serving dinners 
and other temperature-controlled products. 
And they are the retailers who stock these 
products in the refrigerator and freezer sections 
of their stores. 


What they share is participation in the fastest 
growing sector of the food industry. Sales of 
frozen and refrigerated packaged foods have 
grown dramatically in the past decade. In 1995, 
sales of frozen packaged foods in Canada 
increased by 10 per cent, and in 1996 
accounted for $1.9 billion at retail.! 


What’s cooking? Microwaves, for one. They 
have made it possible to move nutritious, good 
tasting meals from freezer to table in a matter 
of minutes—precisely the kind of convenience 
today’s busy families need. The food industry 
has helped propel the trend by introducing 
hundreds of tempting new frozen and 
refrigerated food choices. 


All of this growth has been good for the food 


industry, but it has also created new challenges. 


Temperature-controlled foods are the most 
difficult of consumer products to handle. 
They demand specialized warehouses, trucks 
and equipment — not to mention capable, 


experienced people to run them. 


PACKAGED FOODS SERVICES 


Local and Regional i 
Pick-up | 


FOOD SUPPLY CHAIN 


TRANSPORT 


New distribution trends have added to the 
challenges. To eliminate the build-up of large 
and expensive inventories, the food industry 
is working with new distribution models like 
“continuous replenishment” and “Efficient 
Consumer Response” (ECR). The goal is to 
make, move and store just enough product to 
meet short-term needs. This saves a lot of 
money, but it also requires a major change in 
established distribution practices. For example, 
the manufacturer who once delivered a full 
truckload of product to a customer once a 
month, now has to deliver a small amount of 
product to that customer every day. 


Together, these trends have created a need for 
a new kind of food industry service provider — 


1. Source: A.C. Neilson 


Storage or 
Cross Docking 


— Temperature monitoring 
— Multi-temperature zones 
| — Multi-purpose racking 


a WAREHOUSING AND DISTRIBUTION HUB 


a partner who can manage temperature- 
controlled foods, respond to the new 
distribution trends, and help food industry 


customers save money at the same time. 


Versacold has become that partner. 


A MAJOR NEW DISTRIBUTION SERVICE. 


At the beginning of 1997, Versacold was 
already serving the packaged foods sector with 
warehouses in all key Canadian markets, 
transportation services and a growing menu 
of services. During the year, we began to 
weave these components together to create an 


innovative new distribution service. 


Called the “National Distribution Network,” 
it works like this: 


Customers’ product enters the network through 
one of our four main distribution hubs in 
Toronto, Montreal, Calgary or Vancouver. 
From there, integrated transportation links 
move products to other markets, and within 
each market, right to the retail store door. 
Because the network is in constant motion, 
serving many customers, it lets individual 
customers move small product shipments on 

a frequent basis, and do so cost-efficiently. 


In the past year and a half, Versacold has 
invested over $35 million to create the modern 
distribution centers needed to support this 


network. In each hub market, manufacturers 


shipments now arrive at centers equipped 


with extra-deep, multi-door refrigerated docks 
where they can be quickly cross docked for 


loading onto an outbound truck. 


Products need not enter the warehouse. 
However, when storage is required, products 
are directed to state-of-the-art facilities. Here, 
multi-zone temperature control, sophisticated 
back-up systems and a half century of “cold” 
expertise ensure products are stored at precise 
and constant temperatures. When it’s time for 
the products to move, wire-guided, man-up 
systems quickly locate and retrieve the precise 
quantity needed, and place the shipment 
directly into one of Versacold’s two distribution 


programs. 


Products that need to be shipped across the 
country are handled by our new national 
freight consolidation program or by our 
national “less-than-truckload” delivery system. 


National Freight 


e Inventory Order Freight Shipments 
Management Selection Consolidation 


— Quality Assurance — Case lot 
— Recall — Truck pallet loads 
— Reconciliation - —EDI 


Local and 
Regional Delivery 


TRANSPORT 


These programs combine these goods with 
other products, and get them on the move 
quickly. Once the shipment arrives at its 
destination city, our direct store delivery 
program breaks it down and redirects it to 
local stores and institutions. 


It all adds up to an innovative set of services 
that lets customers reach 80 per cent of the 
Canadian population within 24 hours — 

and do so cost-efficiently. This is exactly the 
kind of service customers need if they want to 
participate in new food industry practices 

like Efficient Consumer Response — and it is 
attracting a wide of range of new business 


for Versacold. 


During 1997, Versacold announced new 
contracts with four major packaged goods 
customers. In Vancouver, we entered into a 
three-year contract with Intercontinental 
Packers Limited to handle the storage and 
direct store delivery of their meat products. 
In Calgary, we signed a three-year contract 
with another major meat processor, Cargill 
Foods (a division of Cargill Limited), to 
provide storage, freezing and distribution 
services. In Winnipeg, a five-year contract 
with J.M. Schneider Inc. increased business at 
our Dawson Road facility, and in Montreal, 
a 10 year agreement with Bluewater Seafoods 
(a division of Unilever) increased revenues 
from our Frigo facility. 


PACKAGED GOODS SERVICES continued 


Our packaged foods business continues to 
build momentum. In the first quarter of 1998, 
we initiated new long-term contracts, or 
renewed existing agreements for longer terms 
and increased revenues, with the following 
customers: 


= Storage and distribution services in Toronto 
and Calgary for Kellogg Canada Inc. This 
two-year contract supports Kellogg's frozen 
waffle program and builds on our existing 
business with this company in Calgary. 


= Storage and distribution services for Costco 
Wholesale Canada’s entire temperature- 
controlled food program in Western Canada. 
This three-year contract expands our business 
with Costco to provide service from our 
Calgary hub and continue existing services 
in Vancouver. 


= Order assembly and direct store delivery for 
J.M. Schneider Inc.’s meat products in the 
Toronto area over a three-year term. 


CONTRACT LOGISTICS 


As Versacold’s services gain acceptance with a 
wide range of major food industry customers, 
they are forming the foundation for new types 
of services. 


For example, we believe that the customers 
who now depend on us to manage the physical 
aspects of product distribution, will eventually 


: Storage or Inventory Order 
Cross-Docking Management Selection 
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— Temperature monitoring | — Quality Assurance — Case lot 
—Multi-temperature zones — Recall 
— Multi-purpose racking 


—Truck pallet loads 
— Reconciliation . 


WAREHOUSING AND DISTRIBUTION HUB 


want us to manage the logistics side as well. 
This means managing the flow of both goods 
and information up and down the supply chain. 


Currently, most customers handle logistics 
internally. However, as distribution becomes 
more complex and the trend towards 
outsourcing grows, interest in third party, 

or “contract” logistics is growing. To ensure 
we keep pace with customer needs, our new 
Contract Logistics business unit is developing 
the capabilities and programs to respond. 


Our goal is to become an extension of our 
customers business, saving them time and 
money, while we increase the size and value 
of our own operations. We already know 
that these kind of relationships work. Going 
forward, we will increase our focus on 


providing knowledge-based logistics services. 


BUILDING ON THE VALUE 


At the same time, we are becoming a more 
customer-driven organization with the ability 
to identify and meet the needs of our 
customers. 


This begins with employees who have the skills 
and attitudes to work as real partners to our 
customers. In the past two years, Versacold has 
significantly upgraded training and communi- 
cation programs for employees, and we are 
now helping develop new skills in the areas 

of computer literacy and customer service. 


Versacold’s cold storage network is state-of-the-art, 
equipped to maintain a diverse range of food products at 
precise temperature levels. 


Deli cheeses, meats 

|__ Dough products — fresh 
Juice concentrates — fresh 
= Produce — fresh 


Meat — store ready 
~— Poultry — bulk fresh 
Poultry — consumer packaged fresh 


Berries — consumer packaged 
Dough products — frozen 
Juice concentrates — frozen 
Meat — bulk 
___ Meat — consumer packaged 
Packaged meals 
Potatoes — consumer packaged 
Poultry — bulk frozen 
Poultry — consumer packaged frozen 
= Vegetables — consumer packaged 


Ice cream — bulk 
299 — Ice cream — consumer packaged 
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We have also expanded hours of operation at a 
number of facilities and adopted more flexible 


work arrangements. 


Now, we are implementing best practices 

and standard operating procedures to provide 
a standardized and very high quality level 

of service at every facility in our network. 

Our goal is simple. To increase the value of 
Versacold, we must continuously increase the 
value we provide our customers. We have done 
an excellent job of this in past years. We will 


accomplish even more in the years to come. 


Freight Local and 
Consolidation Regional Delivery 


TRANSPORT 
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Management’s Discussion 


& Analysis of Financial Condition 


and Results of Operations 


BUSINESS OF THE COMPANY 


Versacold Corporation is Canada’s largest public 
refrigerated warehouse (PRW) and distribution 
company. It offers food industry customers a 

full range of temperature-controlled, integrated 
supply chain management services including 
warehousing, food processing, inventory 
management, less-than-truckload transportation, 
warehouse-based distribution and direct-to-store 
distribution services. The Company operates 24 
warehouse and distribution facilities providing 
approximately 53.6 million cubic feet of refriger- 
ated and frozen storage capacity in key Canadian 
markets and in Washington State. 


During 1997, Versacold significantly increased 
its capacity in Toronto and Calgary as part of its 
strategy of developing key distribution hubs 
within an integrated National Distribution 
Network. 


In May 1997, the Walker II expansion added 
3.6 million cubic feet (15,000 pallet positions) 
of convertible freezer/cooler space in the Toronto 
area, more than doubling Versacold’s capacity in 
this market. At the same time, Versacold vacated 
its leased premises in Toronto and integrated its 
distribution operations to create a full-service, 
cost-effective distribution center as one of the 
eastern Canadian hubs of the National 
Distribution Network. 


In July 1997, Versacold opened a state-of-the-art 
4.14 million cubic foot (18,000 pallet positions) 
refrigerated distribution facility in Calgary. This 
new facility increased the Company's capacity 

in the Calgary market by 90%, and further 
strengthened Calgary as Versacold’s key western 
Canadian hub for food distribution. In 
December 1997, Versacold vacated leased 
premises in Calgary and agreed to lease its 
Foothills facility to a food processing company. 


In December 1997, Versacold announced it 
will proceed with Phase III of development of 
its Walker Center, adding 2.6 million cubic feet 
(approximately 12,000 pallet positions) of 
convertible freezer/cooler capacity. This brings 
Walker's total capacity to 7.9 million cubic 

feet (approximately 36,000 pallet positions). 
Phase II] is due to open in July 1998, at a cost 
of $6.7 million. 


These expansions, together with the integration 
of transport and warehouse operations in 
Vancouver, Edmonton, Saskatoon, Winnipeg 
and Montreal, and additional investment in 
productivity and Efficient Consumer Response 
initiatives, strategically position Versacold for 
future growth in revenue and cash flow streams. 


C REVIEW OF OPERATING RESULTS 


Fiscal 1997 Compared to Fiscal 1996 

For the twelve months ended December 31, 
1997, Versacold’s revenues increased by 3% to 
$103.3 million from $100.4 million in 1996. 
The strong packaged goods market drove sales 
to record levels for the second half despite 
disappointing commodity results for a second 
straight year. The improvement in revenues 
reflects initial benefits of Versacold’s strategies 
for growth. Direct profit contribution remained 
constant at $33.7 million but decreased from 
33.6% to 32.6% as a percentage of sales due 
primarily to the decline in higher margin 
commodity business. 


Versacold’s net income was $4.5 million ($0.47 
per share) compared to $1.6 million ($0.16 per 
share) in 1996. Net income for 1996 reflects the 
impact of special charges’ of $4.3 million ($0.27 
per share) while 1997 results reflect the gain on 
sale of excess capital assets of $0.02 per share net 
of losses on disposals. Other than these items, 
the improvement in profitability year over year 
is due to reduced general and administrative 
costs. 


Cash flow derived from operations for 1997 
was $13.3 million ($1.37 per share) compared 
with $11.6 million ($1.21 per share) in 1996. 
Cash flow in 1996 included the impact of 
special charges which reduced cash flow from 
operations by $0.19 per share. 


Free cash flow represents the internally generated 
cash available for funding opportunities for 
growth and distributions to shareholders. Free 
cash flow declined from $12.5 million ($1.30 
per share) in 1996 to $8.5 million ($0.88 per 
share) in 1997. 


The financial results for 1997 and 1996 are 


summarized below: 


$000's 1997 1996 
Sales $103,327 $100,355 
Direct profit contribution 33,707 33,704 


General and administrative 


expenses (8,158) (8,530) 
Special charges = (4,322) 
Depreciation and 
amortization (5,926) (5,955) 
Interest on long-term debt (11,807) (11,485) 
Taxes, other than income (391) (272) 
Other income 546 287 
a ee 
Provision for income taxes (3,423) (1,859) 


Net income $ 4,548 $ 1,568 


Cash flow 


from operations $ 13,262 $ 11,616 


Free cash flow $ 8,497 


$ 12,468 


Sales 

Growth in packaged goods and distribution 
revenues was driven by Versacold’s increased 
capacity in the Toronto and Calgary hubs, and 
new direct store delivery business. Commodity 
revenues were disappointing, reflecting the carry 
over impact of 1996's poor harvests, exacerbated 
by a second poor commodity season in 1997. 
Commodity revenues also reflect the loss of a 
rental customer at one commodity center, and 
the periodic shutdown of a potato processor 
affecting processing of french fries at the 
Lethbridge facility. Sockeye salmon, traditionally 
the Company's major source of fish revenue in 
the third quarter, also generated poor revenue. 
The 1997 catch was directed to canning rather 
than freezing, due primarily to the small size of 
the fish caught and prices for fish at that time. 


In order to reduce reliance on the volatile 
commodities market, the Company has under- 
taken a strategy of rationalization and expense 
reduction at affected centers. During the year, 
an unutilized facility in Chilliwack, B.C. and 
excess land adjoining another B.C. facility were 
sold. Excess space at two other facilities was 
leased. 


Direct Profit Contribution 

Direct profit contribution of $33.7 million was 
unchanged from 1996. Although the Company 
achieved overall growth in revenue, shortfalls in 
the commodities area occurred in particularly 
high margin segments of the business, offsetting 
the profit contribution gained on the increased 
packaged goods business. Results were also 
affected by short-term costs related to the inte- 
gration and development of the Calgary hub. 
The Company moved product from third party 
leased space and the Foothills facility, vacating 
both locations. A major customer was relocated 
from the Brandon Street facility to the Ogden 
facility in conjunction with the investment in 
additional blast freezing capability at that 
facility, and distribution based customers were 
moved to the new Great Plains facility. These 
actions have made more effective use of capacity 
and enhanced customer service, at a one time 
cost to the Company. 


General and Administrative Expenses 

General and administrative (G&A) costs 
decreased from $8.5 million in 1996 to $8.2 
million in 1997. As a percentage of sales G&A 
declined from 8.5% to 7.9%. The reduction 

in costs is a result of tightened management of 
costs, as well as the non-recurrence of costs 
associated with the review of acquisition oppor- 
tunities and computer systems implementation 


in 1996. 


16 Management's Discussion and Analysis 


G&A costs for 1997 include $0.4 million 

for various projects relating to productivity 
improvement and Efficient Consumer Response 
initiatives. These projects include further devel- 
oping electronic data interchange capabilities 
and other computer system functionality and 
should contribute to improved results in 1998 
and beyond. 


Special Charges 

In 1996, special charges of $4.3 million were 
recorded reflecting one time costs required to 
initiate corporate objectives. Provisions for 
severance of $1.7 million related to management 
changes and buy-outs used to gain more 
competitive wage rates in one of the facilities. 
Financing fees of $1.5 million were also written 
off along with approximately $1.1 million 

of other items having no ongoing value to the 
Company. 


Depreciation and Amortization 
Depreciation and amortization decreased slightly 


from 1996, as follows: 


$000's 1997 1996 
Capital assets $ 5,114 $ 4,938 
Deferred charges 584 789 
Goodwill 228 228 

$ 5,926 $ 5,955 


Depreciation of capital assets increased due to 
the overall increase in capital assets including the 
development of the Great Plains facility and the 
Walker expansion. This increase was offset by a 
reduction in amortization of deferred financing 
charges as a result of the writedown of deferred 
charges. 


Interest on Long-Term Debt 

Interest on long-term debt increased $0.3 million 
to $11.8 million from $11.5 million in 1996 
due to the increase in average debt outstanding 
for the year. 


Other Income 

In 1997, Versacold sold an unutilized facility in 
Chilliwack, B.C. and excess land adjacent to the 
Corpak facility in Richmond, B.C. These two 
sales realized a net gain of $0.2 million, net of 
losses on other disposals of redundant equip- 
ment. No similar disposition occurred in 1996. 
Other income also includes net interest earned 
on deposits of $0.1 million and a foreign 
exchange gain of $0.1 million. 


Income Taxes 

At 36%, the basic tax rate remains unchanged 
from the prior year. However, as a percentage 

of income before income taxes, taxes have 
decreased from 54% in 1996 to 43% in 1997. 
The decrease occurs because certain components 
of tax such as large corporations tax and the tax 
effect of some permanent differences do not 
vary significantly with changes in income. As 
income increases, the tax impact of these items 


remains fairly constant resulting in an overall 
decrease in the effective tax rate. More detail 
on income taxes and tax rates is provided in the 
Notes to the Consolidated Financial Statements. 


Cash Flow 

Cash flow is, in management’s view, a better 
measure of corporate performance than earnings 
due to the unique characteristics of the industry 
and the Company. Cash flow from operations 
represents the cash generated by the operations 
of the Company after adjusting for non-cash 
items such as depreciation, amortization and 
déferred taxes. Free cash flow is the cash avail- 
able after adjusting cash flow from operations 
for working capital requirements and capital 
expenditures necessary to sustain capital assets 
employed in the business in good working 
condition. In effect, free cash flow represents 
the cash available to meet debt repayments, 
dividend payments and investment in expansion 
capital projects. 


As shown in the table below, the Company 
remains in a position where cash flow is consist- 
ently higher than net income reflecting the fact 
that the Company is not currently “cash” taxable 
and sustaining capital expenditures are less than 


depreciation. 
$ millions 1997 1996 1995 1994 1993 1992 199] 
Net income $ 4.5 $ 1.6 $ 6.6 $ 4.8 $ 4.2 $1.5 $ 0.8 
Deferred income taxes 3.1 1.4 4.| 2.7 0.5 0.6 0.6 
Loss (gain) on sale of capital assets (0.3) 0.1 (1.6) - (1.2) - - 
Depreciation and amortization BO ye) 5.0 3.5 Dal 2) 2.4 
Special charges = 2.6 - - - - - 
Cash flow from operations 13.2 11.6 14.1 11.0 5.6 5.0 3.8 
Changes in working capital (3.2)* 2.8* (2.1) (3.2) chp) 0.5 (0.7) 
Sustaining capital expenditures (1.5) (1.9) (1.9) (1.5) (0.5) (0.6) (0.5) 
Free cash flow $8.5 $12.5 $10.1 $ 6.3 $ 8.3 $ 4.9 $ 2.6 


* 1997 and 1996 changes in working capital include a decrease of $1.6 million and increase of $3.5 million related to 


expansion capital expenditures. 
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Cash flow from operations has improved from 
1996, due to the overall improvement in income 
before income taxes in 1997 net of special 
charges in 1996. Free cash flow has declined 
from 1996 due to the increased levels of 


working capital. 


Working capital represents the movement, year 
over year, of current assets and current liabilities. 
In 1997, accounts receivable were $1.2 million 
greater than in 1996 reflecting the impact of 
the postal strike on cash collections, as well 

as increased fourth quarter sales. Accounts 
receivable had fully recovered from the postal 
strike by January 31, 1998. Accounts payable 
were $2.0 million less than in 1996, due in 

part to the lower amount of capital expansion 
related trade payables (1997 - $1.9 million; 
1996 - $3.5 million). These changes in working 
capital also reflect the change in sales revenue 
from $104.7 million in 1995, to $100.4 million 
in 1996, to $103.3 million in 1997. 


The Company spent $1.5 million on sustaining 
capital in 1997, down $0.4 million from 1996. 
To maximize the scope for expansion capital 
investment, sustaining capital was managed at 
as low a level as prudently required to maintain 
the existing capital base. 


The Company’s cash flow from operations 

and free cash flow have grown at compounded 
annual rates of 23.4% and 22.1% respectively 
for the seven-year period ended December 31, 


ei 


C LIQUIDITY AND CAPITAL RESOURCES 


In 1996, the Company launched the largest 
capital expansion program in its history. 

This included the construction of Great Plains, 
the expansion at Walker and several other capital 
improvements made as part of long-term 
contracts with customers. Over the two year 
period, 1996 and 1997, the Company has 
invested $35.5 million in expansion capital 
projects, of which $26.3 million was spent in 


1997. 


Dividend payments of $1.9 million were $0.9 

million greater than the prior year reflecting the 
four quarterly dividend payouts compared with 
two quarters in 1996. No common shares were 


repurchased in 1997. 


$ millions 1997 1996 
Sources 
Free cash flow $ 85 $ 12.5 
Changes in cash/ 
short-term debt 12.2 (0.6) 
Disposal of capital assets 1.1 0.6 
Net change in long-term debt 6.3 (1.2) 
All other 0.1 0.6 
Total sources $ 28.2 Seles 
Uses 


Expansion capital 


$ (26.3) $ (9.2) 


Dividends (1.9) (1.0) 
Repurchase of 

common shares = (1.7) 
Total uses $ (28.2) $ (11.9) 


Funding of the expansion capital and dividend 
were met through free cash flow ($8.5 million), 
cash on hand at the end of 1996 ($9.8 million), 


draws on the operating loan ($2.4 million), 


proceeds from asset sales ($1.1 million) and 
the net change in long-term debt ($6.3 million, 
including the draw on the revolving debt facility 


of $10.3 million net of debt repayments of 
$4 million). 


Versacold entered into two new loan facilities 
early in 1997. The first is a maximum $15 
million secured revolving term loan that matures 
concurrent with the existing term loan. The 
second is a $10 million operating loan, secured 
by receivables, that is committed through to 
April 1998. The operating loan replaces an 

$8 million demand loan. 


At the end of the year the Company had net 
bank indebtedness of $2.5 million. Outstanding 
long-term debt amounted to $123.4 million 
compared with $117.1 million in 1996. 
Consolidated debt as a percentage of total 
capital including deferred income taxes is down 
1% from 60% in 1996 to 59% in 1997. 

The Company had $8.1 million of unutilized 
operating and revolving term facilities. 


YEAR 2000 


The Company believes it is managing the risk 
arising from the Year 2000 issue and has no 
material Year 2000 implications to disclose. 
Although heavily reliant on information tech- 
nology, this technology has been updated to 
handle the new century with the exception of 
electronic data interchange (EDI) technology 
which interfaces with customer systems which 
may not be compliant. The Company will 
follow the recommendations of the Electronic 
Commerce Council of Canada and wait for the 
4010 release of the EDI standard. When this is 
issued, the Company will work with its business 
partners to convert to the new standards. The 
cost of this process is not anticipated to be 
significant. 


C MANAGEMENT’S OUTLOOK 


In 1997, Versacold set the course for value. 
In 1998, the Company will begin to realize 
that value. 


Opportunities and Strategies for Growth 
Versacold’s objective is to increase shareholder 
value by providing a growing number of 
customers with innovative logistics solutions 
that deliver cost-efficient, quality refrigerated 
services. 


With the increase in consumer market demand 
for temperature-sensitive foods and the growing 
trend toward outsourcing, there has been a 
parallel increase in demand for the services to 
supply this market. More than just refrigerated 
warehousing, these services include management 
of the food supply chain and the expansion of 
distribution services, both of which help 
producers and suppliers expand their markets 
and provide consumers with greater access to 


top quality product. 


Versacold’s strategy is to continue to develop 

its role within the refrigerated products sector 

as a partner to the supply chain. The Company 
is expanding its capacity and services in key 
distribution hubs and developing new supply 
chain services that improve service and reduce 
overall costs to customers. In addition, tightened 
management of operations, provision of new 
services and expanding capacity will result in 
increased cash flows and enhanced value for 


shareholders. 


Packaged Goods 

The packaged goods business remains strong. 
During 1997 and in early 1998, a number 

of long-term agreements were reached with 
customers to provide warehousing and distribu- 
tion services. These opportunities became 
available as a result of the additional capacity 

at Great Plains and Walker and through the 


increased distribution capabilities offered by the 
National Distribution Program. In July 1998, 
12,000 pallet positions will be added to the 
Toronto hub as Walker enters Phase III 


of its expansion. 


Commodity Goods 

The commodity goods business appears 
favourable for 1998 with projected higher 
quotas of herring and increased acreage of 
berries coming on stream. If weather conditions 
remain favourable, the berry harvest could be 
significant. The Company has low expectations 
for salmon and continues to redeploy space 


toward packaged goods. 


Investments 

In 1998, the Company will accelerate invest- 
ments in productivity improvements and 
Efficient Consumer Response initiatives to create 
future benefits to Versacold and its customers. 
This is expected to result in an increase in 1998 
general and administrative costs in absolute 
dollars, but not as a percentage of sales. 


Versacold has announced the expansion of 
Phase III of the Walker facility in Toronto. 
Costs are estimated to total $6.7 million, of 
which $0.6 million was incurred in 1997. 
This expansion will be funded through the 


revolving loan facility and free cash flow. 


Sustaining capital expenditures will continue 
to be managed at a level necessary to maintain 
the existing capital asset base. While managed 
at a lower level in 1997, over the two years of 
1997 and 1998, the Company anticipates 
sustaining capital expenditures to average 
about $2 million per year. 


Asset Disposals 

Several of the Company’s assets are being 
considered for disposal either because they are 
too small for our purposes, or because business 
opportunities have changed. One of these, the 
Foothills facility in Calgary, was vacated in late 
1997 and leased in April 1998 for 10 years to a 
major customer. In January 1998, the Foothills 
facility and adjoining vacant lots were listed for 


sale. 


Financing 

The Company’s secured term debt facility of 
$103.8 million at December 31, 1997 matures 
on October 31, 1999 and evaluation is underway 
on refinancing alternatives. Recognizing that 

the blended interest rate is 10.2%, significantly 
above current borrowing costs, there is a 
material opportunity to improve ongoing 

cash flows. 


Summary 

Nineteen ninety-eight is the year to begin to 
realize potential. Investments in new capacity, 
integration of warehousing and distribution, the 
creation of key business hubs to facilitate the 
movement of product across Canada, partnering 
with customers to establish long-term business 
relationships, and tightened management 
control of the business will generate improved 
cash flows for the Company in 1998 and 
beyond. 


Management’s Report 


The consolidated financial statements of Versacold Corporation have been prepared by the 
management and approved by the Board of Directors of the Company. Management is responsible 
for the preparation and presentation of the information contained in these financial statements and 
other sections of this Annual Report. The Company maintains appropriate systems of internal control, 
policy and procedures which provide management reasonable assurance that assets are safeguarded and 
the financial records are reliable and form a proper basis for preparation of financial statements. 


The Company's independent auditors, KPMG, have been appointed by the shareholders to express a 
plese opinion on the fairness of these consolidated financial statements. Their report is included 
elow. 


The Board of Directors ensures that management fulfills its responsibilities for financial reporting 
and internal control through an Audit Committee. This committee reviews the consolidated financial 
statements and reports to the Board of Directors. The auditors have full and direct access to the Audit 


Committee. 


Lionel G. Dodd Marshall L. McRae 
President and Chief Executive Officer Vice-President and Chief Financial Officer 


Auditors’ Report = 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have audited the consolidated balance sheets of Versacold Corporation as at December 31, 1997 and 
1996 and the consolidated statements of income, retained earnings and changes in financial position for 
the years then ended. These financial statements are the responsibility of the Company's management. 
Our responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial state- 
ments are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the 
overall consolidated financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the finan- 
cial position of the Company as at December 31, 1997 and 1996 and the results of its operations and 
the changes in its financial position for the years then ended in accordance with generally accepted 
accounting principles. As required by the Company Act (British Columbia), we report that, in our 
opinion, these principles have been applied on a consistent basis. 


KPMG 


Chartered Accountants 
Vancouver, Canada 


February 16, 1998 


Managements Report/Auditot 


Consolidated Balance Sheets 


Years ended December 31 
(thousands of dollars) 


ASSETS 


Current assets: 
Cash and term deposits 
Accounts receivable 
Prepaid expenses 
Income taxes recoverable 
Advances 


Advances 
Capital assets 
Goodwill and deferred charges 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities: 
Bank indebtedness 
Accounts payable and accrued liabilities 
Deferred revenue 
Current portion of long-term debt 


Long-term debt 


Deferred income taxes 


Shareholders’ equity: 
Capital stock 
Cumulative translation account 
Retained earnings 


Commitments 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Shan Gihacrtf 


Director 
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1997 1996 
- 9,789 
14,004 12,854 
596 Doe 
XS) 220 
(note 3) = 500 
14,859 235895 
(note 3) PAUL MAM 
(note 4) 203,834 181,909 
(note 5) 4,219 4,474 
DI INS 210,499 
(note 6) 2,450 = 
10,608 IDA 385 
13359 1,350 
3,944 4,377 
18,361 18,310 
(note 7) 1195437 Wf? 
24,142 21,076 
161,940 152,108 
(note 8) 47,120 47,032 
540 455 
IBsa23) 10,904 
61,183 58,391 

(note 13) 
MAINZ 210,499 
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Consolidated Statements 


of Income 


Years ended December 31 
(thousands of dollars except earnings per share) 


Sales 


Direct profit contribution 


General and administrative expenses 
Depreciation and amortization 
Interest on long-term debt 

Taxes, other than income 


Special charges 


Other income 


Income before income taxes 


Income taxes 


Net income 


Earnings per share 


See accompanying notes to consolidated financial statements. 


Consolidated Statements 
of Retained Earnings 


Years ended December 31 
(thousands of dollars) 


Retained earnings, beginning of year 


Net income 


Dividends 


Excess of cost of shares acquired over stated value 


Retained earnings, end of year 


See accompanying notes to consolidated financial statements. 


1997 1996 

$ 1035527 $ 100,355 

Do aLOM, 33,704 

8,158 8,530 

5,926 53955 

11,807 11,485 

Soll Die 

(note 10) = 4,322 
26,282 30,564 

7,425 3,140 

‘ 546 287 
VOT 3427) 

(note 11) 3,423 1,859 
4,548 1,568 

(note 2(f)) 0.47 0.16 
1997 1996 

$ 10,904 $ 11,114 

4,548 1,568 
(1,929) (964) 

(note 8) a (814) 
$ 135520 $ 10,904 
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Consolidated Statements of 


Changes in Financial Position 


Years ended December 31 ISS 1996 


(thousands of dollars except cash flow from operations per share) 


Cash provided by (used in): 


Operations: 
Net income $ 4,548 $ 1,568 
Items not involving cash: 
Depreciation and amortization 53926 5,995 
(Gain) loss on disposal of capital assets (278) 84 
Special charges = 2,564 
Deferred income taxes 3,066 1,445 
Cash flow from operations 13,262 11,616 
Changes in non-cash operating working capital (3,219) 2/92 
10,043 14,408 
Financing: 
Issuance of common shares (note 8) 88 450 
Repurchase of common shares (note 8) - (1,665) 
Dividends (15929) (964) 
Repayment of long-term debt (4,157) (3,866) 
Issuance of long-term debt 10,439 2A 
Foreign exchange 85 ( 30) 
4,526 (3,364) 
Investments: 
Decrease in advances 510 ie) 
Purchase of capital assets: 
Acquisitions and expansion capital (26,285) (9.170) 
Sustaining capital (1,546) (1,940) 
Proceeds on disposal of capital assets 1,070 615 
Increase in goodwill and deferred charges (557) = 
(26,808) (10,483) 
(Decrease) increase in cash net of bank indebtedness (12,239) 561 
Cash net of bank indebtedness, beginning of year 9,789 9,228 
Cash net of bank indebtedness, end of year $ (2,450) $ 9,789 
Cash flow from operations per share (note 2(f)) $ 1.37 $ Lil 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated 
Financial Statements 


Years ended December 31, 1997 and 1996 


The Company is incorporated under the laws of 
the Province of British Columbia. Its principal 
business activities include warehousing, freezing, 
processing and distribution of food. 


|. BASIS OF PRESENTATION: 


The consolidated financial statements 
include the accounts of the Company and its 
subsidiaries, all of which are wholly-owned. 
All significant inter-company accounts and 
transactions have been eliminated. 


2. SIGNIFICANT ACCOUNTING POLICIES: 


(a) Capital assets: 

Capital assets are stated at cost. Depreciation 
and amortization is provided over the estimated 
useful lives as follows: 


Asset Basis Rate 


Buildings Sinking fund a 


Processing equipment Straight-line 5% 
Portable warehouse 


equipment Declining balance 20% 


Automotive equipment Declining balance 30% 


Leasehold improvements Straight-line 10% 


Office furniture and 


equipment Declining balance 20% 
Straight-line 33.3% 


Straight-line 20% 


Computer hardware 


Computer software 


* Buildings are depreciated using the sinking fund basis 
which provides for a depreciation charge of a fixed annual 
amount increasing at the rate of 5% per annum over a 
period of 35 years. 


(b) Goodwill: 

Goodwill is recorded at cost less accumulated 
amortization and is being amortized on a 
straight-line basis over 20 years. 


(c) Deferred financing costs: 
Deferred financing costs are being amortized 
over the same term as the related debt facility. 


(d) Deferred revenue: 

Deferred revenue represents amounts for future 
services that are not recognized in income until 
the service is provided. 


(e) Foreign currency translation: 

The Company’s wholly-owned United States 
subsidiary is considered to be a self-sustaining 
foreign operation. Accordingly, its assets and 
liabilities are translated into Canadian dollars at 
the exchange rate in effect at the balance sheet 
date, and its revenues and expenses are translated 
into Canadian dollars at weighted average 
exchange rates for the year. Gains or losses on 
translation are deferred as a separate component 
in shareholders’ equity. 


(f) Earnings and cash flow from 

operations per share: 
Earnings and cash flow from operations per 
share have been calculated based on the 
weighted average number of common shares 
outstanding during the years presented. Cash 
flow from operations is before changes in 
non-cash operating working capital. 


(g) Use of estimates: 

Management has made a number of estimates 
and assumptions relating to the reporting of 
assets and liabilities and the disclosure of 
contingent assets and liabilities to prepare these 
financial statements in conformity with generally 
accepted accounting principles. Actual results 
could differ from these estimates. 


Versacold Corporation Notes to Conso idated Financial Statements 


C 3.ADVANCES: In addition, the Company has available a lease 


line of credit for up to $1 million. The interest 
on this line of credit is fixed at the draw date. 
This line had not been drawn at December 31, 


Other advances comprise a loan to an employee 
for the purchase of a principal residence which is 


secured by the residence, non-interest bearing 
and due over a period to 2005. During the year, 
an advance to a former officer for purchase of 
shares of the Company was paid in full. 


4. CAPITAL ASSETS: 


1997: 


Security provided includes an assignment of 


trade accounts receivables for the committed 
operating line and equipment subject to lease 
under the lease line of credit. 


(thousands of dollars) 1997 1996 
Net Net 7. LONG-TERM DEBT: 
Accumulated book — book (thousands of dollars) 1997 1996 
Cost depreciation value value f 
Secured term loan, bearing 
Land $17,628 $ — $17,628 $ 16,208 interest at 10.599% per 
Buildings 185,805 16,940 168,865 144,615 annum, repayable in monthly 
Equipment 26,638 ‘11,193 —-*15,445_—‘13,134 DO Se 
of $709,803, final principal 
AES el ae Se eee due October 31, 1999 $ 68,554 $ 69,974 
Construction Secured term loan, bearing 
in progress 1,838 - 1,838 7,803 interest at 9.412% per 
$232,080 $28,246 $203,834 $181,909 annum, repayable in monthly 
blended instalments of 
; ; $340,020, final principal due 
The estimated cost of completion of October 31, 1999 35,209 36,044 
construction in progress at December 31, 1997 Loan, bearing interest at 
is $7.3 million. six month LIBOR plus 1.75% 
per annum, fixed every six 
5. GOODWILL AND DEFERRED CHARGES: meiits, sere sips) ate 
monthly and principal 
(thousands of dollars) 1997 1996 repayments of $314,710 
Goodwill $ 4,489 $ 4,489 (U.S. $220,000) payable 
Deferred financing costs 2,134 1,600 cher ee a ce 5.865 5.920 
Other deferred charges 659 636 Pe : 
$15 million revolving term 
7,282 6,725 loan, bearing interest at the 
Less accumulated amortization (3,063) (2,251) rate of prime plus 1% or 
$ 4219 $ 4,474 bankers acceptance rate plus 
2.12%, at the Company’s 
option, final principal due 
6. CREDIT FACILITIES: October 31, 1999 10,300 = 
The Company has available a committed line of Note payable, maturing 
credit for up to $10 million, bearing interest at Ad a VERT a et 
prime plus 0.25% per annum. At December 31, Capitalllease obligations 3453 vet! 
1997, $2.5 million has been drawn and an addi- 123,381 117,099 
tional $1.8 million was securing letters of credit. Less current portion (3,944) (4,377) 
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$119,437 $ 112,722 


The secured term loans and revolving term loan 
are secured by the following: 


(a) $110,000,000 in demand debentures issued 
under a trust indenture providing for a principal 
amount of up to $220,000,000 creating a fixed 
and floating charge on all assets owned by the 
Company and certain subsidiaries; and 


(b)an assignment of rents due to certain 
subsidiaries. 


Term loan provisions specify that aggregate 
annual dividends and repurchases of capital 
stock can not exceed 50% of the preceeding 
year's net income without the consent of the 
term lenders. During the year the Company 
received consent from the lenders to maintain 
dividend payments at the current level. 


The loan totalling $5,865,000 (U.S. 
$4,100,000) (1996 - $5,920,000 (U.S. 
$4,320,000)) is repayable in U.S. dollars. 

The loan is secured by a second deed of trust on 
all the assets and property owned by a subsidiary 
and an assignment of leases and rents of that 
subsidiary. 

At December 31, 1997, the aggregate repayments 
of principal on long-term debt and capital lease 
obligations due within the next five years are as 
follows: 


(thousands of dollars) 


1998 $ 3,944 
1999 113,127 
2000 1,196 
2001 508 
2002 4,606 

$123,381 


8. CAPITAL STOCK: 
(a) Authorized: 


50,000,000 Common shares, without par value 


20,000,000 Preferred shares, without par value, 
issuable in series 


(b) Common shares issued and outstanding: 


Number 

(thousands of dollars) of shares Amount 
Balance at 

December 31, 1995 9,768,133 $ 47,433 
Issued on exercise 

of options 50,000 450 
Repurchase for cash (175,228) (851) 
Balance at 

December 31, 1996 9,642,905 $ 47,032 
Issued on exercise 

of options 9,800 88 
Balance at 

December 31, 1997 9,652,705 $ 47,120 


During 1996, under the terms of a Normal 
Course Issuer Bid, the Company purchased 
175,228 shares for $1,665,000. The excess cost 
of the shares acquired over their stated value 
has been charged to retained earnings. 


(c) Options to Directors, Officers 

and Employees: 

Pursuant to two Directors, Officers and 
Employees Stock Option Plans, the Company 
has granted options to acquire up to 619,000 
common shares as at December 31, 1997, 


as follows: 
Number Expiry Option 
of shares date price 
52,000 May 22, 2002 $ 9.000 
50,000 August 26, 2002 10.200 
55,000 November 30, 2003 9.000 
105,500 January 31, 2004 9.000 
7,000 January 31, 2004 9.450 
89,500 March 31, 2005 9.000 
200,000 June 5, 2005 10.750 
10,000 January 31, 2006 10.125 
50,000 August 26, 2006 9.050 

619,000 


C 9. PENSION PLAN: 


The Company has a defined contribution 
registered retirement savings plan covering 
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substantially all employees. The Company has 
also established both defined contribution and 
defined benefit pension plans for certain 
executive officers of the Company. 


10. SPECIAL CHARGES: 


Special charges in 1996 included the cost of 
severance package provisions of approximately 
$1.7 million relating to management changes 
over the year, as well as severance buy-outs, 

the write off of $1.5 million in refinancing fees 
which were capitalized at the time of the 

1994 Trans Canada Freezer acquisition, and 
approximately $1.1 million of items previously 
capitalized which were written off as having no 
ongoing value to the Company. 


11. INCOME TAXES: 


The provision for income taxes is at an effective 
rate which differs from the basic corporate tax 
rate for the following reasons: 

(thousands of dollars) 1997 1996 


Provision for taxes 36.0% $2,870 36.0% $ 1,235 
Increase resulting from: 
Large corporations tax 4.5% 358 = 9.9% 340 


Permanent difference 

in depreciation and 

amortization arising on 

business combination 3.1% 246 6.9% 236 


Other (0.7)% (51) 14% 48 


Income taxes 42.9% $3,423 54.2% $ 1,859 


Comprised of: 


Current Sash $ 414 
Deferred 3,066 1,445 
$ 3,423 $ 1,859 


12. FINANCIAL INSTRUMENTS: 


The carrying value of current financial assets 
and liabilities approximate their fair value due to 
the relatively short periods to maturity of the 
instruments. 
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The fair value of the Company’s long-term debt, 
calculated by discounting the future cash flows 
of the debt instruments at the estimated yield 

to maturity at the balance sheet date for the 
same or similar instruments, is estimated at 


$128,100,000 (1996 - $125,400,000). 


13. COMMITMENTS: 


A subsidiary of the Company rents a cold 
storage facility and land under long-term 
operating leases which expire in 2011 and 
2010, respectively. The land lease is subject to 
renegotiation of rent every three to 10 years. 
In addition, various other contractual operating 
lease obligations have been included in the 
schedule below. 

At December 31, 1997, the future minimum 
operating lease payments for the next five years 
and in aggregate thereafter are as follows: 


(thousands of dollars) 


1998 $ 1,948 
1999 1,781 
2000 1,674 
2001 1,542 
2002 1,664 
thereafter 14,286 

$ 22,895 


14. SEGMENTED INFORMATION: 


Although the Company operates in both 
Canada and the United States, substantially 
all of the operations and identifiable assets are 
situated in Canada. All of the Company's 
assets are employed in the public refrigerated 
warehousing and distribution industry, which 
represents a single industry segment for 
financial disclosure purposes. 


15. COMPARATIVE FIGURES: 


Certain comparative figures have been 
reclassified to conform with the current year’s 
presentation. 


Unaudited Ten Year 


Summary Information 


($ 000s where applicable) [99/29 Cen 9 5 9 94 993i 99D | 99) 1990 1989 1988 
Operations 
Revenue ($) 103,327 100,355 104,687 78,123 53,302 49,490 25,728 23,880 25,154 23,182 
Direct profit contribution ($) 33,707 33,704 33,191 23,550 16,831 15,139 12,127 11,747 13,392 12,153 
(note 2) 
Direct profit contribution (%) 32.6 33.6 31.7 30.1 31.6 30.6 8 647.1 GE, Bek) 52.4 
General and administration ($) 8,158 8530 6,762 5,131 3,801 3,030 2,851 2,505 2,353 2,384 
General and administration (%) U9) 8.5 6.5 6.6 TAN 6.1 11.1 10.5 9:4 10.3 
Net income before special 
charges and sale 
of assets ($) 4,370 4,204 5,563 4,768 3,000 1,483 822 1,560 1,783 1,017 
Net income ($) 4548 1,568 6604 4,768, 4,225 1,483 822 1,560 1,783 1,017 
Cash flow ($) 13,262 11,616 14,123 10,987 5,647 5,009 3,750 4,854 6024 4,414 
Free cash flow ($) 8,497 12,468 10,140 6,306 8309 4,918 2,560 5,572 5,166 3,502 
Revenue per share ($) 10.71 10.43 10.73 9.08 10.69 10.31 5.36 498 524 4.83 
Net income per share (EPS $) 0.47 0.16 068 0.55 085 0.31 0.17 0.33 0.37 0.21 
Dividends per share ($) 0.20 0.10 = - - ~ - 
(note 3) 
Cash flow per share (CFPS $) \37/ 1.21 1.45 1.28 latte) 104 0.78 1.01 1.26 0.92 
Free cash flow per share ($) 0.88 1.30 1.04 0.73 1.67 1.02 0.53 1.16 1.08 0.73 
Interest coverage by EBITDA 2.16x 2.19x 2.18x 2.33x 2.29x 1.78x 1.56x 2.11x 2.25x  1.80x 
(note 4) 
Annualized Rates of Growth 
Revenue (%) 3.0 -4.| 34.0 46.6 77 = 6924 77 -5.1 8.5 
Direct profit contribution (%) 0.0 5 40.9 399 112 24.8 3.21233 10.2 
Net Income before 
sale of assets (%) 40 -244 (G27 DS: 9 eee 0223 80.4 -473 -I125 75.3 
Net Income before 
sale of assets per share (%) 3.7 -23.4 2.9 -7.9 94.7 80.4 -47.3 -125 75.3 
Cash flow from operations (%) 142 -178 285 94.6 1257 3316-22-71 9A 365 
Cash flow from operations 
per share (%) 13.2 -16.6 13.3 13.3 8.7 33.322 Ome |9:O MMS 7-0 


Note | Prior to December 1993,Versacold Corporation was a private company. 


Note 2 Certain numbers have been restated to conform to dislosure adopted in 1997, 


see Note 15 to the Financial Statements. 


Note 3 Dividends of $0.05 per share were paid in each quarter beginning September 30, 1996. 


Note 4 “EBITDA” means earnings before interest, taxes, depreciation and amortization. 


EBITDA excludes sale of assets in 1993, 1995 and 1997 and special charges in 1996. 
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Unaudited Seven Year 


Summary Information 


($ 000s where applicable) 1997 1996 1995 1994 1993 1992 1991 


Balance Sheet 
Property, plant and 
equipment ($) 203,834 181,909 177,278 170,671 61,781 50,693 50,577 
Additions to property, 
plant and equipment 


Sustaining ($) 1,546 1,940 1,892 1,498 477 601 450 
Expansion ($) 26285 931700) 9:063) 115,307 6,039 604 = 4,153 
Total assets ($) 223,123 210,499 209,278 207,617 98,745 65,131 63,979 
Long-term debt ($) 123,381 117,099 118,254 125,136 50,566 49,220 49,902 
Shareholders’ equity ($) 61,183 58,391 59,032 52,473 26,672 (2,994) (4,189) 
Return on equity (%) 7.6 Dl. 11.8 14.3 shy// 
Cash flow return on equity (%) DP) 19.8 25s 27.8 47.7 
Working capital ratio 0.81 1.31 1.51 1.10 3.09 cle Hal 


Debt/total capital (%) 591 596 60.1 648 562 824 854 


Share Information 
Weighted average number 


of shares outstanding 9,646 9,625 9,756 8603 4,988 4,800 4,800 
(note 5) 
Share price 
High ($) 12.30 10.50 12.00 12.63 11.00 
Low ($) 6.65 7.85 Das 9.25 9.00 
Y/E closing ($) 11-45 7.85 | O: SOM O:2.5 11.00 


Cash flow multiple 


(based on year end price) 8.36 6.49 7.24 8.01 973 
Price earnings ratio 

(based on year end price) 2436 4906 1544 18.64 12.94 
Book value per share ($) 6.34 6.07 6.05 6.10 3:35 
Daily average volume traded 8,366 12,010 2,550 6,154 5,068 


Other Information ' 
Number of refrigerated facilities 24 26 28 28 13 12 12 


Note 5 The number of shares reflected for the years prior to 1993 have been calculated based 
on the percentage interest held by the existing shareholders at the time of the public offering. 
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BOARD OF DIRECTORS 


H. Anthony Arrell '* 
Chairman and 

Chief Executive Officer 
Burgundy Asset 
Management Ltd. 


Yvan Bussiéres 7 
Senior Partner 


Saint-Aix Advisory Group 


Lionel G. Dodd 
President and 
Chief Executive Officer 


Versacold Corporation 


Samuel H. Gudewill ” 
Chief Executive Officer 


Innovex Equities Corporation 


Joseph S. Houssian 
Chief Executive Officer 


Intrawest Corporation 


Patrick W.E. Hodgson 
President 
Cinnamon Investment Limited 


Thomas J. Longworth 


Business Advisor 


Peter J. Marak ' : 


Business Consultant 


Thomas D. Smyth *° 
Former Chairman 

H.J. Heinz Company of 
Canada Ltd. 


Frederick R. Wright *° 
Partner 


Capital West Partners 


' Audit Committee member 

2 Human Resources 
Committee member 

> Corporate Governance 
Committee member 


C EXECUTIVE OFFICERS 


Samuel H. Gudewill 
Chairman of the Board 


Lionel G. Dodd 
President and 


Chief Executive Officer 


Marshall L. McRae 
Vice-President and 
Chief Financial Officer 


William T. Gee 
Vice-President 
Corporate Development 


Richard N. Finkbeiner 
Vice-President 
Logistics, Marketing and Sales 


Robert A. Lewarne 
Vice-President 
Warehouse Operations 


Grant A. McMillen 
Vice-President 


National Distribution Network 


Bruce M. McKay 
Secretary 


Janice M. Comeau 
Controller 
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EXECUTIVE OFFICES 


2115 Commissioner Street 
Vancouver, British Columbia 


Canada V5L 1A6 


Telephone 
604.255.4656 
1.800.562.COLD (2653) 


Facsimile 


604.255.4330 


FACILITY LOCATIONS AND 
TELEPHONE NUMBERS 


British Columbia 
Baker Facility, Abbotsford 
604.857.1561 


Cliveden Facility, Delta 
604.521.5112 


Corpak Facility, Richmond 
604.273.3967 


Derwent Facility, Delta 
604.540.1040 


Harbour Facility, Vancouver 


604.255.6271 


Matsqui Facility, Matsqui 
604.857.1365 


Valley Facility, Abbotsford 
604.857.1265 


Kamloops Facility, Kamloops 
250.828.2808 


Alberta 
20th Street Facility, Edmonton 
403.464.1770 


Lethbridge Facility, Lethbridge 
403.327.7130 
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127th Avenue Facility, 
Edmonton 
403.479.4221 


Brandon Street Facility, 
Calgary 
403.243.1821 


Foothills Facility, Calgary 
403.216.2653 


Great Plains Facility, Calgary 
403.216.2653 


Mount Lawn Facility, Edmonton 
403.479.4221 


Ogden Facility, Calgary 
403.216.5650 


Saskatchewan 
Elliott Street Facility, Regina 
306.352.9531 


Patrick Facility, Saskatoon 
306.652.9955 


Manitoba 

Dawson Road Facility, 
Winnipeg 
204.233.0237 


Jarvis Avenue Facility, Winnipeg 
204.589.1835 


Ontario 

Bothwell Street Facility, 
Chatham 
519.354.4600 


Walker Drive Facility, 
Brampton 


905.793.2653 


Quebec 
Frigo Facility, Montreal 
514.634.7011 


Washington 
Cascade Facility, Lynden 
360.354.2138 


C AUDITORS 


KPMG 


Vancouver, British Columbia 


SHARES LISTED 


The Toronto Stock Exchange 
under the trading symbol 
Cie 


SHAREHOLDER RELATIONS 


Registrar and Transfer Agent: 


Montreal Trust Company 
Vancouver, British Columbia 
Calgary, Alberta 

Toronto, Ontario 

Montreal, Quebec 

for 

D. Newton 

604.258.0315 

email: dnewton@versacold.com 
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ANNUAL GENERAL MEETING 


The Annual General Meeting 
of the Company will be held 
at the Four Seasons Hotel, 

791 West Georgia Street, 
Vancouver, British Columbia 
at 1:30 p.m. on May 21, 1998. 
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